Cory #) 
PROPERTY Gr 
THE NATIONAL ASSOCIATION OF COST ancaUHITsrTs 


N. A. C. A. BULLETIN 


Vol. XIII, No. 21 July 1, 1932 


This bulletin is published semi-monthly by the National 
Association of Cost Accountants, 1790 Broadway, New 
York. Subscription price $15.00 per year. Entered at 
the Post Office, New York, N. Y., as second class matter 
August 28, 1825, under the Act of March 3, 1879. 


4 
IN TWO SECTIONS, 
OF 
PRINT Section T 
= 
4 
IN THIS ISSUE 
Accounting for Contractors’ Equip- 
soil ment Sales and Rentals. By Ed- e 
ward J. 
Construction Companies. By Wy- 
| + 


EDITORIAL DEPARTMENT NOTE 


In this issue of our Bulletin we are bringing to our members 
some very interesting papers on ‘lon oom for contractors. 
This is a subject about which we have lished very little 
and it involves some interesting oneuntien features. Some 
contractors use rented equipment while others buy it outright. 
Many contractors have v loose control over their materials. 
This —<y | results in a loss either to the contractor or to 
the party for whom the work is done. These papers present 
discussions of some of the accounting problems which confront 
not only the contractor but also the manufacturer of contractors’ 
equipment. 

Mr. Edward J. Gessner, the author of the first paper, is a 
member of our Pittsburgh chapter. He is listed on thie - 
bership Committee, the Membership Attendance Committee, and 
the Advisory Committee of our Pittsburgh chapter. Following 
his graduation from high school, he took a position with the 
Carbo-Oxygen Company of Pittsburgh and continued this con- 
nection until 1926. At that time he went with the Duquesne 
Burner Service Com ae Gas Combustion Company of 
Pittsburgh, and on ril 1, 1930, took over the position of 
Auditor of William Swindell & Brothers of Aspinwall, Pa. 
At the consolidation of this company with three other com- 
panies, he became Auditor of the Swindell-Dressler Corp., the 
organization arising out of this consolidation. He was made 
of the Equipment Corporation of Pittsburgh, 

Pa. on January 31, 1931, which position he still holds. 

The author of the second article, Professor Wyman P 
Fiske, is a graduate of Harvard College and of the Harvard 
Graduate School of Business Administration. He is also a 
member of the Massachusetts Bar. After leaving college he 
became an instructor in accounting at the Harvard Business 
School, a position which he held for almost five years. In addi- 
tion to this work he has been office manager of the Boston 
office of the Amoskeag Manufacturing Company. He is at 
present Assistant of Accounting in the rtment 
of Business and Engineering Administration at Massachusetts 
Institute of Technology. Professor Fiske is Vice-President of 
the Boston chapter for the year 1931-1932. 
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ACCOUNTING FOR CONTRACTORS’ 
SALES AND RENTALS 


By Edward J. Gessner, 
Allegheny Equipment Corporation, Pittsburgh, Pa. 


EQUIPMENT 


| ee DAMENTALLY speaking, we all know that everyone can- 

not afford to own everything we use or possess without some 
effort on our part. Equipment that is used by contractors for erec- 
tion, repairs, maintenance, construction, etc., is composed of such 
classified items. Equipment sometimes is held as a draw-back to 
the smaller type of contractors. 

To off-set this draw-back and still let contractors succeed in their 
chosen profession, numerous companies have been organized to 
advance the contractor with equipment or to rent him any equip- 
ment that might be necessary. 

These organizations usually fall in the class of dealers in Con- 
tractors’ Equipment. They do, however, sell by-products, parts, 
and service equipment. A very concise system of accounting must 
be maintained for this class of trade. We do not merely want to 
know how much equipment was sold, how much the equipment costs 
and the profit. We go quite a step further in this phase of account- 
ing. 

When the officers of any equipment house buys equipment for 
rental, they expect the accounting division to supply them with the 
gross costs, maintenance, service, expense, gross and net rentals, 
days on rental, depreciation, selling price and sale profit. You 
might wonder if this can be done on each piece of equipment. It is 
done and the system used is as explained herewith. 

Equipment, when purchased, usually calls for a large outlay of 
money. Without referring to the procedure of paying for equip- 
ment, either by cash or notes, I shall state how the course of events 
leads us on. 

Shipment of equipment is usually from some distant factory. 
Freight, express or hauling is our first charge to Equipment In- 
ventory. The actual cost, regardless of how payment is made, 
is our next step. From the invoice, we make up an equipment 
card (Form 1) and a rental card (Form 2), showing thereon the 


1433 


| 
| 
| 
¥ 


[ 


1434 


7 


N. A. C. A. Bulletin 
: 


| 1 
1. | 
| 
| i= 
| i. 
| is 
il 
| 
i 
i 
- 
7 
l- 
i 
4 
4 H 7 | 
iz 
| 
be 
Ge 
| 
1 


July 1, 1932 N. A. C. A. Bulletin 


me 
7 ITHANTH TATA TATOTATA 


Form 2 
name and make of equipment, from whom purchased, weight, list 
prices and trade discounts and any other information that per- 
tains to the particular piece of equipment. From the voucher 
(Form 3) covering the invoice, we post the net cost of the equip- 


eS Allegheny Equipment Corporation wo... 
EQUIPMENT RECEIPT 
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UNLOADING CHARGES 


| 
TOTAL 
DISTRIBUTION 

____ CHARGE $ __CREDIT—INVENTORY OF PARTS $ 

CHARGE CREDIT—WAREHOUSE WAGES 

CHARGE 

Form 3 (Reverse) 


ment, freight paid, unloading charges, and testing for rental or | 
inventory records. Unloading charges and testing are items taken 
from a shop charge record which I shall explain more fully in a 
later section of this paper. At the time we make up the equip- 
ment card and the rental card, we give each piece of equipment a 
number by which it is known for all time. 

A contractor desires this piece of equipment for rental, with or 
without an option to purchase. A rental agreement (Form 4) is 
prepared in quadruplicate. To explain the details of the entire 
set would take up some time, so I shall explain the office copy of 
the set. 

The customer’s order is shipped and a shipping memorandum 
(Form 5) from the warehouse is authority to invoice the cus- 
tomer. All rentals rates, with some exceptions, are for a month 
or week. The invoice is rendered from the shipping date to the 
day preceding the same date in the following month. Two office 
copies of each rental invoice are prepared, one for accounting 
records and one for bring-up on the next billing date. The 
papers are checked and record of invoice number, period billed 
and rental billed is entered on the office copy of the rental agree- 
ment. Numerous months elapse and numerous rental invoices are 
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Rental Contract 
Made this of. 193_., by and bermeen 


ALLEGHENY EQUIPMENT CORPORATION, 
2 Pennsylvania Corporation, having its principal office in the City of Pittsburgh, State of Pennsylvania, party of 
the first part and hereinafter called the Lessor, and._... . 


an Individ Aor Resi d under 


in consideration i set forth 


2 
ond cunts che Lessee the Machinery and feat called Equip 
| List of 
Description and Identification No. of Equip Value of Rental 
The equipment above described is to be shipped as follows: 
Name of Consignee 
Destinati 
F. O. B. Car or Truck at Lessor’s yard, factory or other shipping point. 
The Rental period shall be for a minimum of 
| a+ its place of business business the toral rental of 
.-Dollars upon the signing of this contract, 
and... Dollars in... 
Dollars payable monthly thereafter until 
fully paid. ~ 
INVOICES , EXPENSES 
To NUMBER 
| 
TOTALS 
Inbound 
| 
Raves TOTALS 
Renta! Starts S.N. & R. Rental Ends -E. RNo.— 
Salesman Contract No. 


Form 4 


rendered. The customer returns the equipment. He has been 
billed in advance so he is entitled to a credit for the unused period 
of time from the date returned to our warehouse to the end of 
the period for which he has been billed. This credit, as like the 
invoices, finds its way to the rental agreement. The rental order 
is now complete and is entered on the rental card in the equip- 
ment record showing customer name, rental number (all rental 
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orders being known by a number) period of rental and gross 
rentals earned. This procedure is encountered for each piece of 
equipment. 

Suppose our customer, having the equipment for several months, 
decides to purchase it, applying the rental paid as part payment on 
purchase price. A conditional sales agreement is prepared show- 
ing, among other things, the selling price of the equipment, rentals 
applied and how the balance is to be paid. The conditional sales 
agreement, when recorded in the office of the Prothonotary of the 
county of the customer’s office, vests possession in customer but 
ownership in the equipment house until paid in full, when a release 
is given to the customer. A credit for all rental billed is prepared 
and posted on rental agreement, the rental card in the equipment 
record being marked “Sold—No Charge.” An invoice cover- 
ing the sale is rendered showing thereon everything that is shown 
on the equipment card. This is absolutely necessary to the cus- 
tomer for his equipment record. From the equipment card, we 
place on the office copy the original value (Inventory of Equip- 
ment); Reserve for Depreciation (depreciation at beginning of 
period) ; Current Depreciation (depreciation estimated for the 
current fiscal period) ; and the book value. The card is filed until 
the end of the fiscal year when further use is made of it. 

You now know how rentals and sales of equipment are pre- 
pared for the use of office records. Costing equipment requires 
more detailed information. After a piece of equipment goes out 
on its first rental job, it is more or less a burden of expense classi- 
fied as maintenance, expense or service. Any parts or work per- 
formed on the equipment is a legitimate charge against that piece 
of equipment. For convenience and savings in expense, we charge 
all parts (repairs or replacements) to Inventory of Parts and all 
labor to Wages. From time-cards of each man employed in main- 
taining equipment, we prepare a shop charge sheet for each piece 
of equipment owned or a service report where service is rendered. 
The time card gives the equipment name, number, hours worked 
and parts used. This time and expense, accumulated monthly, is 
the record of maintenance, expense or service on each piece of 
equipment. The individual shop charge sheets are summarized 
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for an entry charging the respective accounts and crediting Wages 
and Inventory of Parts. 

After our monthly statement is prepared, we post the individual 
shop charge sheets to a summary expense sheet. This chart gives 
the expenses for each piece of equipment owned during the year, 
showing monthly postings but not monthly accumulated sum- 
maries. At the end of the fiscal period, the total accumulated 
gross expenses on the chart correspond to the maintenance ac- 
counts of the general ledger. Where these individual figures are 
transcribed will be explained later. 

Depreciation on equipment now draws our attention. Depre- 
ciation on contractors’ equipment is rapid because the equipment 
manufacturers are constantly changing or inventing equipment 
every year. The dealer, knowing this fact, tries to keep his line 
of equipment up-to-date as much as possible. Depreciation, if 
taken monthly in actual figures on each piece of equipment, would 
require a longer period of time than would be permitted for the 
results accomplished. To off-set this practice, an estimated per- 
centage for monthly use is made. At the close of the fiscal year, 
the actual depreciation schedule is prepared for each piece of 
equipment on hand at the end of the period. 

A schedule, as prepared, gives us the following facts : 


1. The number of the piece of equipment. 

2. The name and make of each piece of equipment. 

3. The original value of each piece. 

4. The reserve for depreciation to the beginning of the period. 

5. The total reserve for depreciation for all times during the 
current period. 

6. The total reserve for depreciation to end of the fiscal period. 

7. The book value as at end of the period. 

8. The gross rentals on each piece of equipment. This figure 
is taken from the equipment rental card after posting the rental 
agreements thereto. 

9. The expense of rentals. This figure is taken from the equip- 
ment rental card after posting the summary maintenance chart 
thereto. 

10. The net rentals. The gross rentals less the rental expenses. 
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11. Percentage of rentals. The percentage of rentals earned 
(net) to the investment in the equipment. 

12. Percentage of days on rental. The number of days rented 
to the number of days owned. 

13. Days on rentals. Actual days each piece of equipment was 
rented to customers. 

14. Days owned. The number of days the equipment was 
owned during the year. 

The figures are all summarized and added to the schedule of 
equipment sold during the year. 

All the columns in the schedule for sold equipment are the same, 
with one exception, viz; Depreciation Current. On the owned 
equipment schedule (column number 5) we figure actual deprecia- 
tion but on the sold equipment we have estimated the current de- 
preciation, due to selling the equipment during the year. 

The explanation of each column is now necessary : 

Column No. 1 Needs no explanation, except as stated before, 
we give each piece of equipment purchased a number by which it 
is known. 

Column No. 2. Needs no explanation, except as stated before, 
each piece of equipment has a name by which it is known. 

Column No. 3. Original value is the total purchase cost of the 
equipment. The total of this equipment column represents the 
inventory of equipment on hand and should be equal to the bal- 
ance of the inventory account in the general ledger. On the sold 
equipment chart this figure represents the original value of equip- 
ment sold during the year. 

Column No. 4. Represents depreciation actually taken on 
equipment to the beginning of the current period. This figure 
totaled with the sold reserve figure represents the reserve account 
of the general ledger at the beginning of the period. 

Column No. 5. Represents current depreciation on equipment 
on hand at the end of the period. But, on the sold schedule, it 
represents the depreciation assumed on sold equipment. The de- 
preciation, therefore, for the current period, to be set up on the 
books, will be the actual depreciation on owned equipment plus 
the current depreciation assumed on sold equipment. The next 
step will be to adjust the depreciation account, estimated monthly, 
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to the actual depreciation. The total actual depreciation on in- 
ventory, however, will be transferred to the Reserve for Deprecia- 
tion account, or Inventory Current plus sold Reserve account, 
minus charges to Current Reserve account. 

Column No. 6. This is the total depreciation taken on each 
piece of equipment and when totalled should represent the total 
reserve for depreciation on equipment, being similar to the general 
ledger account. 

Column No. 7. Book value of inventory is the original value 
less the depreciation reserve. The total book value of inventory 
on schedule should represent the inventory of equipment account 
less the depreciation reserve account of the general ledger. 

Column No. 8. As explained before the rental agreement fig- 
ures are posted to the equipment rental cards. The rentals re- 
ceived on each piece of equipment are totaled and placed in 
this column. The total of the column, inventory and sold equip- 
ment, should equal the rental return account of the general ledger. 

Column No. 9. As explained before, the shop charge summary 
showed the maintenance of each piece of equipment and that 
which is posted to the equipment card. The total of the column, 
inventory and sold equipment, should equal the maintenance ac- 
counts of the general ledger. 

Column No. 10. Represents the net rental received less the 
expense of rentals, but not taking into consideration the deprecia- 
tion. 

Columns No. 11, 12, 13, 14. As shown in former explanation. 


From column No. 5, we post to the equipment card and the 
equipment rental card the actual depreciation on each piece of 
equipment. On the equipment card we deduct the depreciation 
from the previous book value and establish a new book value 
which should correspond with the book value in the inventory de- 
preciation schedule (Column No. 7). On the equipment rental 
card we deduct the expense from the rentals, add or subtract the 
larger figure from the previous “net income” of former periods 
and add or deduct current depreciation to establish the new “net 
income.” 

From the facts outlined in this paper, we can tell what turn- 
over on rentals we are receiving, what classes of equipment are 


1442 


‘ 
4 
} 
‘ 
be 
‘ 
‘ 
| 


July 1, 1932 N. A. C. A. Bulletin 


profitable, and, most of all, what types or makes of a are 
demanded by the public. 


MATERIAL AND EQUIPMENT CONTROL IN 
CONSTRUCTION COMPANIES 


By Prof. Wyman P. Fiske, 
Massachusetts Institute of Technology, Cambridge, Mass. 


Materials 


shay subject of materials has been one of the most neglected by 

the contracting industry. Materials ordinarily are bought, 
wasted and used with no check on them whatsoever. Many con- 
tractors say that materials are not a variable and hence need no 
check. They also believe that the contractor may exercise no 
control over materials. If such conditions really exist wherein the 
contractor has no control over materials, then the establishment of 
control will do much to keep him solvent. Labor and equipment 
have received much attention by contractors and their control has 
been studied’ exhaustively but little has been said about material. 
Two-thirds of the final cost of a building is represented by the 
materials used therein; this is more than twice the sum repre- 
sented by the combined items of labor and equipment. 

A number of the larger organizations realize the great savings 
possible in material. Material control does not mean a practice of 
drawing out or unethically saving material. That practice is used 
by some small unscrupulous contractors but they inevitably suffer 
from the poor quality of their work. Material control does mean 
a careful watch to see that no material is wasted or stolen and a 
close inspection to insure full measure of quantities ordered. It 
means knowledge that no small batches of material are left scat- 
tered about the job, the assurance that material of the quality 
and in the quantity desired is available when and as needed, and 
the possession of accurate data to make possible the checking of 
invoices on presentation. 


Material Control 
In order to maintain a constant control over material, a per- 
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petual inventory is essential. Probably one of the most complete 
forms in use is the one shown on the following page. This form 
shows the total commitments and each shipment of material re- 
ceived. One of these forms is used for each individual class of 
material as sand, cement, etc. When the contract for a job is 
signed for, a detailed estimate is turned over to both the superin- 
tendent and the purchasing agent who will be on that job. The 
purchasing agent lists the quantities needed from the estimate and 
contracts for this amount. At that time the job is committed for 
the total amount. The ordered quantities and amounts are at the 
same time entered on their respective sheets of the material record 
under Commitment Record which is the heading for the left-hand 
side of each sheet. If the material estimate is correct that single 
entry will be the only one on the commitment side of the material 
record. When materials begin to arrive on the job, the receivals 
are entered daily on the right-hand side of each respective sheet. 
At the close of the job the total of the right-hand side of each 
sheet should equal the total of the commitment side of that same 
sheet. With the use of this record it is possible to keep a complete 
file of every transaction, concerning each type of material, on a 
single page. 

Another method in use in a number of organizations is the em- 
ployment of a material checker who stays on the job. Every day 
a complete list of all materials received on the job is sent in to the 
office. The list is made up of forms, on which are recorded the 
material, the quantity, the shipper, and the carrier and which is 
initialed by the person checking the order. All material receipts 
are recorded on the same page and these reports are checked, at the 
main office, against material bills before the invoices are paid. 

One organization keeps a monthly report on material as shown 
on the next page. On the extreme left hand side is a list of all 
materials used and the units in which they are measured. The first 
series of columns give the beginning inventory in quantity and 
value ; in the second series of columns are recorded the purchases 
and the third section is merely the total of the two mentioned. 
Sections 4, 5 and 6 show, respectively, the ending inventory, quan- 
tities used during month, and quantities used to date on the job. 
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MATERIAL RECORD 
Name Cement Contract No. 462 Account = 


COMMITMENT RECORD 
Estimated Amount $27,500 Estimated Quality 11,000 bbls. 


Approxi- 
Date Vendor F.O.B. Order No. Price Terms mate Amt. 
1/7/30 Ozor Portland Cem. Co. Boston 1473 2.35 2% 10 days 26850 


Car or Date Ant. of Charged 
; Ticket of Bill or this of 
Material Itemized No. Bill Credit Account Credit 
170 bbls.—M.N.O. and T.RR 14732 1/18 399.50 399.50 
235 7645 1/21 553.25 553.25 
235 23469 1/22 553.25 $53.25 


Account Number 
31 


In the last column is recorded the estimated cost of material pur- 
chased. 

Some companies require their material men to present a weekly 
report showing where all material was used. This report accom- 
panies the engineer’s report and the labor report to the main office. 
From the data contained on these three reports it is easy to figure 
the standing or progress of the job in relation to costs. 

Where the nature of the work necessitates a high percentage of 
materials to total cost, daily material reports often are required. 
When such a procedure is used, the material report usually accom- 
panies the foreman’s report to the office. This procedure is often 
used in paving work. The top foreman reports daily the payroll, 
the tons of mix received on the job and the number of square yards 
of surface in place for the day’s run. This report enables the office 
to check the yield per ton of mix and to make certain that specifi- 
cations are being followed. On the daily report of the plant fore- 
man is listed the quantities of all materials used in the preparation 
of the mix, together with the labor costs for the day. These forms 
of reports give exact quantities of materials used. 

All orders for material should be in writing. Purchase orders 
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are made with several copies; one company uses five, each of a 
different color and marked at the top for whom it is intended. The 
first copy goes to the vendor, the second to job office, the third to 
the receiving clerk, the next two go to the main office for filing. 
The order is headed with the order number, job number and date, 
vendor, carrier and delivery date. At the bottom of the form is 
recorded the requisition number and the number of the account 
for which the material will be used. These orders may be issued 
only by the purchasing agent upon receipt of a stock requisition 
from a foreman. The foreman lists the quantity and kind of ma- 
terial needed and the date on which this material must be delivered. 
At the top of the stock requisition there is space for the number 
and account to which the material shou!d be charged. The use 
of these forms insures an adequate supply of the material needed, 
when it is needed and in the quantities in which it is needed. They 
provide, in addition, a complete check of the original order against 
the delivered goods. 

Nearly all companies require a car record to be kept by the ma- 
terial man, material checkers or in the job office. Its purpose is to 
permit the weight of the various materials to be checked against 
the hauling contractor’s tonnage, the rate incorporated in the rail- 
road’s charges and demurrage charges. One form is kept for each 
class of material used in the job. The form has proven very use- 
ful and advantageous in keeping a check on deliveries and bills. 


Equipment 

Equipment costs are becoming increasingly important to the con- 
tractor yet many contractors keep no record as to equipment cost. 
Apparently some even think that so long as they own the equip- 
ment its cost is limited to the cost of operation. Under such cir- 
cumstances when equipment wears out it is likely that a totally 
inadequate sum has been charged to cost in order to replace it. 
Most coztractors, however, now realize that even though they 
own their own equipment there are capital costs quite apart from 
operating expense. 

The common method of handling equipment costs is through 
the device of a “rental” charge. A separate department is estab- 
lished which maintains and stores the equipment owned by the 
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enterprise and rents it out to the various jobs at a price which 
usually includes capital charges, storage cests and estimated main- 
tenance. Thus for a certain type of cement mixer which cost 
$1,295.00 delivered, a rental rate of $107.48 per month was 
charged to all jobs for the time the mixer was on the job. This 
rate was determined as follows: 


cn 4% per annum 
10% per annum 
1% per annum 

50 1/37 per annum 


Inasmuch as the mixer would be used only six months, a 
monthly rate of 8 33/100% or $107.48 was determined upon. The 
provision for repairs covered major or shop repairs only ; all minor 
repairs were charged to the job on which they were made. The 
equipment was to be returned to the yard in as good condition as 
received, normal wear excepted. 

Depreciation and its calculation is an important item in rental 
charges. The actual amount that must be charged off as deprecia- 
tion is the total purchase price plus freight, less salvage value, plus 
any additions or improvements not chargeable to repairs or cost of 
operation. Depreciation rates are difficult ‘to figure and they de- 
pend to a large degree on the type of work to be done. There are 
in existence a few tables for depreciation of general contractors’ 
equipment ; probably one of the best is that published by the Asso- 
ciation of General Contractors of America. This table is entitled 
“Equipment Experience Tables” and all common types of con- 
tracting equipment are listed with the following data about each: 
economical length of life; annual depreciation; equivalent annual 
interest @ 614% ; annual shop repairs; annual field repairs; stor- 
age and incidentals ; insurance ; taxes; and total annual charge as 
a per cent of initial investment. 

The next question naturally arising is: On what basis must this 
rental be charged? Shall it be based on length of time in actual 


1448 


- | 
: 
é 


N. A. C. A. Bulletin 


July 1, 1932 


Th 
o4nTo 
Be-t-6 
3800 | ON Itedez jo 480D Cy 
3800 Trorkeg{ fo 
OO; 00] 22ST 6e-T-T 
00] OSSOT MON 
Aroqusaul Tenuuy | | Tenuuy 
ABOINTANT 
900 eATeS peyewtys” uozzetooideg Tenuuy S pe yeutysg 
etd ON SIoumO “ON “pk Ayyoedeo 10 azts 


“ON 


tion of 


ina 
ual use, or plus 


, or shall it be a comb 


use, quantity of work performed 
time on the job while idle, plus length of time in act 


to- 
is 


are in use 
ethod at all 


quantity of work performed. All of these methods 
day by different contractors but in many cases no m 


1449 


| 
| 
a 


N. A. C. A. Bulletin July 1, 1932 


used. Probably the most common methods are; length of time on 
job and length of time in actual use, while in several cases one rate 
is charged when the equipment is in use and another when it sits 
idle on the job. A great many of the organizations are adopting 
the method of charge by quantity of work performed and this 
method seems to have a growing preference. Its use is particu- 
larly applicable to the automobile and to jobs on which the nature 
of the work is repetitive, as in paving, where the customary method 
is to charge a certain rental per square yard for equipment. 

This is probably the easiest method to use when estimating but 
it is not applicable to the more complex types of construction work 
as building, etc. In such construction probably the best method is 
length of time in actual use. At present the method of length of 
time on the job seems to prevail. 

The Associated General Contractors of America also publish 
forms on which equipment records may be conveniently and sys- 
tematically kept. In this form, the first section gives the field de- 
scription of the piece of equipment together with its total cost and 
rental rate or rates. The second section of the card sets up a 
record of depreciation for the equipment kept as an “inventory 
record.” The third section is a “repair record” on which all re- 
pairs are entered with their dates, description and cost. This sec- 
tion is of great value for future reference in estimating and fixing 
rental rates and repair charge allowances. 

On the reverse side is a “Rental Income and Service Record.” 
This form provides space for the recording of all work done by 
this particular piece of equipment, together with the rental income 
from it. There are necessarily two rates; one for use when the 
equipment is working for the owner, and one for use when it is 
actually rented out. The former is naturally the lower rate. From 
these two forms it is simple to determine whether or not that par- 
ticular piece of equipment is paying for itself. In the event that 
the machine is not paying for itself, a rental adjustment should be 
made. 

Equipment control has, in the past few years, been one of the 
contractor’s stumbling blocks. A few years ago nearly every con- 
tractor owned all the equipment with which he did his work. Not 
only did he own his special equipment but, as well, all common 
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equipment, which he needed but occasionally. As a result of this 
practice every contractor had a storage yard full of idle equipment 
fast approaching absolescence and the junk heap. A great deal of 
capital was tied up and turnover of capital was reduced accordingly. 

Shortly after the war, contractors began to realize that a great 
part of their capital was tied up in valueless, unproductive equip- 
ment. Today contractors buy only the equipment which can be 
kept in almost constant use. Take, for example, the building con- 
tractor; he now owns only a concrete mixer or two, a hoisting 
engine, perhaps a boiler and a few other pieces of equipment that 
he can keep constantly working. When he needs a steam shovel for 
a certain excavation that may take four or five weeks he no longer 
buys one, he merely rents one for the length of time he will need 
it or by the week for as long as it proves useful. An important 
question that now confronts the contractor is whether to buy or 
whether to rent equipment. It is still necessary for companies do- 
ing some special work to own at least a part of their equipment. 
Obviously it is more economical to own than to rent in cases when 
the machine is small and cheap or is of a shorter life than the 
length of the job. 

Some of the very large contractors have reached the point where 
they neither own nor rent equipment. All of their work is on a 
“cost plus” basis—usually cost plus a fixed fee and they are able 
to convince their client that it will be cheaper for him if he buys 
new equipment with which to do the work. One company will not 
even consider using any but new equipment with the possible ex- 
ception of boilers. They maintain that a breakdown of one of the 
key pieces of machinery, for even a short time, might cause a loss 
that will more than pay for all the equipment on the job. Obvi- 
ously this hazard is less iminent with new equipment than with old. 
The equipment, on completion of the job, naturally belongs to the 
client to dispose of as best he may. 

When a contractor does own his equipment it must be kept in 
the best of condition, being subjected to inspection regularly and 
overhauled if necessary. All equipment not in use is stored in a 
central yard. It is shipped to the job when needed and, on com- 
pletion of the job, is returned to the yard where it is inspected and 
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any repair work necessary is done and charged | to the job unless 
the rental covered repairs. 

In some paving companies, plant repairs and expenses are re- 
ported weekly. The report illustrated on page 1454 shows an ex- 
cellent procedure. All current expenses are here recorded and 
small expected repairs are charged against yardage for the week. 
Larger more expensive repairs may be charged directly to yardage 
or distributed between yardage and plant operation cost. Expenses 
at the beginning of a job, such as plant freight, erection and also 
dismantling at the end of the job are not all loaded onto the “sur- 
face” at the beginning and end but are distributed over the entire 
contract. These expenses are prepaid at the beginning of the job 
and as each yard is put down it is assigned its share of these ex- 
penses. For example: If, on a job of 40,000 square yards, there 
had accumulated charges of the above nature amounting to $400, 
each yard in place would carry $.01 for this expense. If at the 
end of the first week, 500 yards had been laid, a plant charge of 
$5.00 would be carried instead of the entire $400. In this manner 
of carrying expenses a true picture of the costs can be had at any 
time and excess costs at the beginning are as significant as they 
would be at any other point. 

There is often difficulty in distinguishing between equipment and 
tools. There seems to be a general tendency of placing all pieces 
of a value of $50 or over in the category of equipment and every- 
thing of less value are tools. Small tools are also kept in a central 
storehouse, and issued to the job on requisition by the foreman or 
superintendent. 

The transfer voucher illustrated on page 1455 is applicable to 
use either for small tools or equipment. This form is made out in 
duplicate, one copy going to the office, the other accompanying the 
tools to the job when it is checked over by the person sending in 
the requisition to see if all is as the form shows it, then signed and 
also sent to the office. The number of tools, with their size and 
grade, are recorded on the form. When the tools are returned a 
similar slip is made out and sent to the office and the job is charged 
with the difference between the two vouchers. 

Tools are graded A, B, C, and D. “A” tools are new and have 
100% of their purchase value. “B,” “C” and “D” tools are worth 
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75%, 50% and 25% respectively and are graded according to their 
condition. Some tools, e.g., augurs and “breaking” tools, are graded 
not by appearance but by weight. This latter practice is followed 
when, for instance, the tool is good until sharpened down too 
short to be usable. This is the only way in which such tools may 
be graded. 

Some tools that cannot be damaged by ordinary use, such as 
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TRANSFER VOUCHER 


On this day March 
the following material has been transferred 


from Store room 
100 - #10 shovels - B 
213# 2" augers 
_picks - A 
20 -—- 2 ft. wheelbarrows - A 
100 - _“long handle shovels - A 


Transfer was made via Jones Truck #4 
Shipped by Bill Johnson 
Unless otherwise noted, material will be considered as in good conditia: 


The above material has been carefully checked ‘over and found to be 
correct. Receipt of same is hereby acknowldged. 


Received by_____John Greene 


No transfer of materials or tools to be made unless accompanied by 
this voucher. 

This voucher is to be carefully filled out in duplicate by the P aa 
making the transfer; one copy to be sent to the main office of the 
company, the other to be delivered to the teamster or carrier who will 
present same to person who receives the material. 

The receiving agent will sign and forward his copy to the main office. 


Per Order 
Treasurer. 


crowbars, when returned are given full credit; while some tools, 
e.g., picks and shovels, will depreciate 25% in moving to the job. 
Some large companies, doing all “cost plus” work, purchase all 
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small tools as needed and charge them to the job. At the close of 
the job, the remaining tools are turned over to the client at a de- 
preciated value, agreed upon by the client and the job superin- 
tendent, or the job will sell them at the best price available if the 
client so desires. 

Small tools, in the past, have been subject to neglect more than 
have large tools. When tools were needed they were bought and 
charged to the job on which they are first used. Any subsequent 
job thereafter using the tools, received no charge for them. Due 
to the inadequacy of, or a total lack of records, many of the tools 
were lost or stolen. In order to discourage negligence and theft 
of small tools, some companies have their employees draw tools 
from a job storehouse in exchange for a metal “tool tag” furnished 
employees for this purpose. Other companies have employees sign 
for all tools taken out. If the tool is not returned it is the direct 
loss of the employee who drew it. 


SUGGESTED BIBLIOGRAPHY 


N. A. C. A. Publications : 

Method of Accounting for Contractors’ Equipment. Bulletin 1, Mar. 1, 1928. 

Construction Cost Accounting (From the Viewpoint of both the Contractor 
and the Customer). Bulletin 1, Apr. 15, 1924. (out of print.) 

Principles and Practice of Construction Cost Keeping—Part I. Bulletin 1, 
Aug. 15, 1922. (out of print.) 

Principles and Practice of Construction Cost Keeping. Part II—Analyzing 
Costs. Bulletin I, April 16, 1923. 


General : 

Pathfinder Accounting Manual for Contractors and Builders. Revised. 36 
and forms. Charles R. Hadley Company, Los Angeles, California. 1931. 

Schedule of Construction Equi t; Average Ownership Re- 
printed from Constructor, Feb. 1930. Associated _e Contractors 
of America, Inc., 1150 Munsey Bidg., a 2 

Contractors’ Accounts. Journal of Accountancy, 13. Cedar Street, New 
York, N. Y., July 1928, pp. 30-41. 

Cost Accounting for Contractors. Contract Record and Engineering Review 
347 Adelaide Street, West, Toronto, Ontario, Canada. June 20, 1928, 


pp. 667-9. 
Manual for Standard Bookkeeping, Cost Analysis, Financial and Statistical 
Reports for General Contractors. W. -Weil-Stanage Company, 


Cincinnati, Ohio. 1927. 

Method of Conpreatins for Contractors’ Equipment—System Employed by 
the U. G. I. Contracting Co. of Philadelphia. Engineering and Con- 
tracting, Gillette Publishing Co., 221 East 20th Street, Chicago, Illinois. 
May, 1928. pp. 245-48. 

Methods of Accounting and Depreciation Rates for Contsruction Equipment 
Engineering and Contracting. April, 1929. pp. 153-156. 


1456 


‘ 
| 


July 1, 1932 N. A. C. A. Bulletin 


Practical Accounting for General Contractors. H. D. Grant. 1922, ix, 254 

pp. McGraw-Hill Book Comeney. 330 W. 42nd Street, New York, N. Y. 

Construction Cost Keeping and ement. Gillette and Dana. 1922. 

~~ i RP. McGraw-Hill Book pany, 330 W. 42nd Street, New 
ork, N. Y. 

The Rental and Depreciation of Construction Equi t. Constractors and 

Engineers Monthly, 470 Fourth Avenue, New York, N. Y. vol. 23, no. 1, 


July, 1931, pp. 69-73. 


1457 


2 
|| 


i 
om 
e 
q 
i! 
+ 
; 
+ 


